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Introduction

Please state your name and business address.
A. My name is Howard Geller. My business address is 2260 Baseline Rd. Suite 212,

Boulder, Colorado 80302.

For whom are you testifying?
A. T am testifying on behalf of the Southwest Energy Efficiency Project and Utah Clean

Energy (SWEEP/UCE).

Please describe the Southwest Energy Efficiency Project (SWEEP).

A. SWEERP is a public interest organization dedicated to advancing energy efficiency as
a means of promoting both economic prosperity and environmental protection in the
six states of Arizona, Colorado, New Mexico, Nevada, Utah, and Wyoming. SWEEP
works on state energy legislation, analysis of energy efficiency opportunities and
potential, expansion of state and utility energy efficiency programs as well as the
design of these programs, building energy codes and appliance standards, and
voluntary partnerships with the private sector to advance energy efficiency. SWEEP
is funded primarily by foundations, the U.S. Department of Energy, and the U.S.

Environmental Protection Agency. I am the Executive Director of SWEEP.

Q. Please describe Utah Clean Energy (UCE).
A. UCE is a private nonprofit organization dedicated to advancing energy efficiency and

renewable energy in Utah. UCE works on state and utility energy policy as well as
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promotion of energy efficiency and renewable energy. UCE is funded by foundations,
contracts with state agencies and utilities, and contributions. I serve on the Board of

Directors of UCE.

Q. What are your professional qualifications?

. I'have 25 years of experience working on energy efficiency policy and program

design, analysis, evaluation and advocacy. Prior to founding SWEEP in 2001, I
served as Executive Director of the American Council for an Energy-Efficient
Economy (ACEEE) in Washington, DC. I have authored or co-authored four books
on energy efficiency and energy policy, and published dozens of reports and articles
on these topics. I have testified before the public utility commissions of Colorado,
[llinois, Maryland, and the District of Columbia. Exhibit HG-1 summarizes my

professional qualifications.

What is the purpose of your testimony?

A. In my testimony I will discuss the public interest in increasing natural gas energy

efficiency, summarize the potential for and performance of gas energy efficiency
programs based on studies and experience in other states, provide an estimate of the
potential energy savings and economic benefits of gas demand-side management
(DSM) programs in the Questar Gas service territory, and comment on the financial
disincentives to natural gas DSM programs and the conservation enabling tariff

proposed by the applicants.
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Q. Please summarize your testimony.

A. 1 first point out that there is a strong public interest in increasing the energy efficiency

of natural gas use. I then show that there is considerable potential for more efficient
gas use in Utah, and that many other natural gas utilities are implementing cost-
effective demand-side management (DSM) programs for their customers. Next [
estimate the potential gas savings and economic benefits from gas DSM programs
that Questar Gas Company could implement. In particular, I estimate savings
potential of on the order of 6.9 million MCF per year and net economic benefits of
$210 million from what I view as a reasonable 10-year gas DSM effort. Then I
discuss the financial disincentive that gas utilities such as Questar Gas face when
considering implementation of gas DSM programs, and I support the proposed
conservation enabling tariff (CET) as a way to overcome this inherent disincentive in

current regulations.

The Public Interest in Increasing Natural Gas Energy Efficiency

Q. What is the public interest in increasing natural gas energy efficiency?

. Natural gas DSM and energy efficiency programs are in the public interest.

Increasing the energy efficiency of natural gas use will provide benefits for Questar
Gas Company’s customers, the natural gas utility system, the economy, and the
environment. Increasing natural gas energy efficiency will save consumers and
businesses money through lower energy bills, resulting in lower total costs for
customers. Natural gas energy efficiency programs will help mitigate fuel price

increases and reduce customer vulnerability and exposure to natural gas price
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volatility. Reducing gas consumption through energy efficiency improvements is
especially valuable in Utah given the nature of the Questar’s gas supplies. In
particular, marginal gas savings avoid costly market-based gas purchases, thereby
reducing the average cost of gas paid by all customers.' Increasing natural gas energy
efficiency will also diversify energy resources, reduce air pollution and carbon
dioxide emissions, and create jobs and improve the economy. Natural gas energy
efficiency is a reliable energy resource that can cost less than other resources for

meeting the energy needs of customers in the Questar Gas Company service territory.

There are many opportunities for cost-effective natural gas energy efficiency in the
Questar Gas Company service territory in Utah, as evidenced by the gas DSM
potential study prepared for the Utah Natural Gas DSM Advisory Group in June 2004

and the gas DSM program experience in other states.

The Potential for Natural Gas DSM and Experience in Other States

. Have there been any recent studies of natural gas energy efficiency potential in

the Questar Gas Company service area?

. Yes, a study was completed by the consulting firm GDS Associates, Inc. for the Utah

Natural Gas DSM Advisory Group in 2004.> The study concludes that a

comprehensive and well-funded 10-year DSM effort could reduce gas use by

" This is due to the fact that approximately 45% of the gas provided by Questar Gas Company comes from
its own production which is relatively low cost compared to the remaining gas purchased in the
marketplace.

2 The Maximum Achievable Cost Effective Potential for Gas DSM in Utah for the Questar Gas Company
Service Area. Final Report prepared by GDS Associates for the Utah Natural Gas DSM Advisory Group,
June 2004. http://www.swenergy.org/news/Natural Gas DSM_Potential in_Utah.pdf
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residential and commercial customers 20 percent at the end of the 10-year period. The
estimated benefit-cost ratio for this overall effort is 2.39 using the Total Resource

Cost (TRC) test.

Q. What is the experience with natural gas DSM programs in other states?

A. Numerous gas utilities are implementing cost-effective DSM programs that are

helping their customers reduce their gas consumption and gas bills. SWEEP recently
carried out a survey of gas DSM programs offered by 10 gas utilities with
comprehensive DSM programs.” The results of this survey are summarized in Exhibit

HG-2.

The survey found that as of 2004, the leading gas utilities were spending 1.0-1.6% of
their retail revenues on DSM programs and were reducing gas sales by 0.5-1.0% per
year. This is the amount of gas savings from programs implemented in 2004 alone.
Furthermore, the benefit-cost ratio for these programs as a whole ranged from 1.6 to
5.6, and in most cases exceeded 2.0. Most utilities were using the Total Resource
Cost (TRC) test to determine cost effectiveness. And given that natural gas prices
have risen significantly since 2004, gas DSM programs would be even more cost

effective today.

3S. Tegen and H. Geller, Natural Gas Demand-Side Management Programs: A National Survey. Boulder,
CO: Southwest Energy Efficiency Project, Jan. 2006.
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The American Council for an Energy-Efficient Economy also completed a survey of
America’s leading natural gas DSM programs.” Among the exemplary programs

identified by ACEEE are the following:

Keyspan Energy, which operates in both Massachusetts and New Hampshire, is
investing $12 to 13 million per year on a comprehensive set of gas energy efficiency
programs for residential and commercial customers. Keyspan saved 430 million cubic
feet of gas from all programs implemented in 2002. Their programs as a whole have a

benefit-cost ratio of 2.45.

Xcel Energy implements gas DSM programs in Minnesota. The utility’s rebate
program for high efficiency commercial and industrial gas boilers saved 168 million
cubic feet of gas in 2002 alone and operates at an average cost of $2.50 per thousand

cubic feet saved.

In Wisconsin, DSM programs are implemented statewide by a third party program
administrator. The ENERGY STAR products incentive and promotion program
achieved 43% market share for ENERGY STAR clothes washers in 2003, the highest
market share in the nation. The clothes washer program saved 40 million cubic feet of

gas in 2002 alone with a benefit-cost ratio counting gas savings only of 1.85.

In addition, California adopted new energy savings requirements for both gas and

electric utilities in 2004.° The gas requirements will provide customers relief from

* Exemplary Natural Gas Energy Efficiency Programs. Washington, DC: American Council for an Energy-
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rising natural gas bills by tripling annual gas savings after a 10-year effort, saving 444
million therms per year by 2013, equivalent to the gas consumption of one million
households on average. Gas utilities in California were ramping up their DSM

programs starting in 2006.

Q. What types of DSM programs are gas utilities implementing?

A. Gas utilities typically implement some or all of the following programs as strategies

for stimulating cost-effective energy efficiency improvements:

» Rebates for high efficiency gas furnaces and water heaters

A\

Rebates for high efficiency clothes washers and other appliances that conserve
natural gas

Incentives for home energy retrofit in gas-heated homes

Support for weatherization of homes occupied by low-income families

Design assistance and financial incentives for energy-efficient new construction

YV V VYV V¥V

Incentives for high efficiency commercial and industrial boilers and related

efficiency measures

» Incentives for other gas savings measures in the commercial and industrial sectors

Status of Gas DSM Programs in other Southwest states

Q. What is the status of gas utility DSM programs in other Southwest states?

Efficient Economy. Dec. 2003. http://www.aceee.org/utility/ngbestprac/ngbestpractoc.pdf
> California Public Utilities Commission. Decision D.04-09-060, September 2004.
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A. To the best of my knowledge, no major gas utilities in the Southwest were

implementing DSM programs for their customers as of 2005. But this is starting to
change. In New Mexico, Public Service Company of New Mexico (PNM) proposed
and received approval in December, 2005 to start gas DSM programs in 2006. PNM
will implement a set of programs for residential customers at the funding level of
about $2.2 million per year initially. PNM plans to expand these programs starting in

2007.

In Arizona, the Southwest Gas Company has proposed implementing a set of nine gas
DSM programs for its residential, commercial, and industrial customers. The initial
total DSM budget proposed by Southwest Gas Company is about $4.4 million per

year. This proposal is now under review by the Arizona Corporation Commission.

In Nevada, Sierra Pacific Resources has proposed starting gas DSM programs in its
gas service territory in northern Nevada. This proposal is now under review by the
Public Utilities Commission of Nevada. Sierra Pacific Resources already implements

electricity DSM programs in both northern and southern Nevada.

. Are gas utility DSM programs still worthwhile and desirable given that gas

prices have increased to such a high level in the past year?

. Yes, gas utility DSM programs are still worthwhile and desirable. These programs

address barriers such as the lack of awareness of energy efficiency measures, the lack

of available capital to invest in energy efficiency measures, and the lack of attention
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paid to energy efficiency opportunities among some customers.® Other barriers
include the “split incentives” that exist in the landlord/tenant market (rental property)
or in new construction. These barriers exist even during periods of relatively high
energy prices. This is why gas DSM programs are starting up or expanding at this

time in states such as California, New Mexico, and Nevada.

Savings Potential from Gas DSM Programs in the Questar Gas Service Territory

Q. How much natural gas might customers save from DSM programs implemented

by Questar Gas Company?

. Based on the experience of other gas utilities (see Exhibit HG-2), it would be

reasonable in my view for Questar Gas Company to spend 0.8% or more of its retail
revenues on DSM programs. This means spending approximately $9 million per year
or more on these programs given Questar’s current level of sales revenue.’ At the
average savings rate of 77,000 MCF of gas per year per million dollars of program
expenditures (see Exhibit HG-2), spending $9 million annually would result in
693,000 MCF of gas savings per year. This is approximately 0.7% of Questar’s retail
gas sales (excluding gas transported for industrial customers). Thus, a 10-year DSM
effort of this magnitude would save approximately 6.9 million MCF per year at the
end of the effort, assuming no degradation in savings from efficiency measures

installed in the earlier years.

® For a discussion of the barriers to cost-effective energy efficiency improvements, see The Potential for
More Efficient Electricity Use in the Western United States. Report prepared by the Energy Efficiency Task
Force to the Western Governors’ Association. Dec. 2005.
http://www.westgov.org/wga/initiatives/cdeac/Energy%20Efficiency-full.pdf

7 For comparison, Utah Power is now spending about $22 million per year or about 2% of its revenues on
cost-effective DSM programs.
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Q. How much economic savings might result from this level of gas DSM activity?

A. Tt is reasonable to assume that gas DSM programs pay for 50% of the full cost of

energy efficiency measures through rebates or other financial incentives, on average.
Assuming that a $9 million annual gas DSM budget includes $6 million in incentive
payments with the remainder of the budget going towards planning, administration,
promotion, and evaluation, the total investment in energy efficiency measures would
be $12 million per year, and the total program plus measure cost would be $15
million per year. Assuming an average benefit-cost ratio of 2.4 using the TRC test,
this would mean approximately $36 million in gross benefits and $21 million in net
benefits for households and businesses as a result of DSM programs implemented
each year. Thus a 10-year gas DSM effort at this level of expenditure could produce

an estimated $210 million in net economic benefits for households and businesses.

. Is a benefit-cost ratio of 2.4 a reasonable assumption?

. As shown in Exhibit HG-2, this benefit-cost ratio was exceeded by a number of gas

utilities in different parts of the country in 2004, at a time when gas prices were well
below those prevailing today. Also, this is the average benefit-cost ratio in the Utah
natural gas DSM potential study prepared by GDS Associates in 2004. So it is a
reasonable if not conservative assumption in my view, given that gas prices are

relatively high today and expected to remain so in the near term.

Q. Are there advantages to initiating gas DSM programs as quickly as possible?
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A. Yes there are. As noted above, I estimate that spending $9 million per year on gas

DSM programs could yield $21 million in net benefits for households and businesses.
So every month that passes without Questar implementing cost-effective DSM
programs means that consumers as a whole are paying more than is necessary for

energy services.

Financial Disincentive to Natural Gas Utility Support of Energy Efficiency

. Does Questar Gas Company experience a financial disincentive to promoting

more energy-efficient gas use by its customers?

. Yes. As pointed out in the Application, traditional utility regulation links the utility’s

financial health to the volume of natural gas sold, resulting in a financial disincentive
to invest in energy efficiency and other demand-side resources that reduce natural gas
sales. For Questar, energy savings by customers result in lower non-gas revenues for
the company and threaten recovery of utility fixed costs. In general, this financial
disincentive reduces utility support and enthusiasm for energy efficiency programs
that minimize the long-term cost of providing energy services. It also can impede
utility support for energy-efficiency standards, building energy codes, and other
policies that serve societal interests and reduce energy use without requiring any

direct utility investment.

The financial disincentive is particularly strong for natural gas utilities that have
experienced an overall trend of declining gas usage per customer, which is the

situation for Questar Gas Company and other utilities in the Southwest.
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Q. Is the Conservation Enabling Tariff (CET) Pilot Program proposed in the

Application a reasonable way to address this financial disincentive?

. SWEEP/UCE support the CET Pilot Program proposed by Questar Gas and other

applicants. The CET would ensure that Questar Gas Company can collect from
customers the allowed revenue per customer, thereby not penalizing Questar Gas
financially if gas DSM programs are successful or other energy efficiency initiatives
such as cost-effective building energy codes or appliance efficiency standards are
enacted. We believe that adopting this tariff, at least on a pilot basis, will benefit
customers as well as the utility by stimulating Questar Gas to develop and implement
cost-effective gas DSM programs. These DSM programs are called for in part VI of
the application. In particular, the application states that, “The programs will be
developed and implemented in a timely manner and will seek to maximize gas

savings and net economic benefits for customers” (p. 12).

. Have other states adopted mechanisms to reduce or remove the financial

disincentive that gas utilities face if they implement effective energy efficiency

programs?

. Yes. A number of states including California®, Maryland, Massachusetts, Minnesota,

New Hampshire, North Carolina, and Oregon have done so either through adopting
some form of gas sales-revenue decoupling mechanism, or a positive financial

incentive based on DSM program performance.” California, Maryland, North

8 California Public Utilities Commission. Decisions D.04-05-055, June 2004, for PG&E; D.05-03-023,
March 2005, for SDG&E and SoCalGas.
? See footnotes 2, 3 and 4.
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Carolina, and Oregon all have adopted some form of decoupling mechanism.'® A
summary of the decoupling mechanism adopted by other states, prepared by the

American Gas Association, is provided in Exhibit HG-3.

Q. Have consumer advocates in other states supported decoupling mechanism?

. Consumer advocates in both California and Oregon supported the decoupling

mechanisms adopted in those states. I am not aware of whether or not consumer
advocates supported the decoupling mechanisms adopted in Maryland or North

Carolina.

. Do financial incentives for the utility make a difference with respect to gas utility

support for energy efficiency programs?

. The SWEEP survey mentioned previously (see footnote 3) found that utilities that are

eligible for shareholder incentives tend to spend more as a percentage of their total
revenues on gas DSM programs than utilities without these policies. Also, utilities
with financial incentives tend to save more gas per unit of program expenditures than

utilities without incentives.

Does that conclude your direct testimony?

A. Yes.

' Natural Gas Rate Round-Up. Washington, DC: American Gas Association. Nov. 2005.
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Exhibit HG-1
Statement of Qualifications

Howard S. Geller

Dr. Howard S. Geller is the Executive Director of the Southwest Energy
Efficiency Project (SWEEP), a public interest venture he founded in 2001.
Based in Boulder, Colorado, SWEEP promotes policies and programs to
advance energy efficiency in Arizona, Colorado, Nevada, New Mexico, Utah,
and Wyoming.

Dr. Geller is the former Executive Director of the American Council for an
Energy-Efficient Economy (ACEEE). He established ACEEE’s Washington,
D.C. office in 1981, stepping down as Executive Director in February 2001.
He built ACEEE’s reputation and influence through technical and policy
assessments, advice to policy makers, development of energy efficiency
programs, consumer guides, and conferences.

Dr. Geller has advised and conducted energy efficiency studies for utilities,
governmental organizations, and international agencies. He has testified
before the U.S. Congress on energy issues many times and has influenced
energy legislation including the National Appliance Energy Conservation Act
of 1987 and the Energy Policy Act of 1992. He has served as an expert
witness on energy efficiency and resource planning issues before the utility
commissions of Colorado, lllinois, Maryland, and the District of Columbia.

Dr. Geller is author or co-author of four books. His most recent book, Energy
Revolution: Policies for a Sustainable Future, was published in 2003 by Island
Press. In addition to his work in the United States, Dr. Geller has spent over
three years working on energy efficiency issues in Brazil. He helped to start
and frequently advises Brazil's National Electricity Conservation Program
(PROCEL).

Dr. Geller was awarded the 1998 Leo Szilard Award for Physics in the Public
Interest by the American Physical Society in recognition of his contributions to
national appliance efficiency standards and more efficient energy use in
general. Dr. Geller is a member of the editorial advisory board for the journal
Energy Policy.

Dr. Geller received his PhD in Energy Policy from the University of Sao Paulo
in Brazil in 2002. He holds a Masters degree in Mechanical and Aerospace
Engineering from Princeton University (1979) and he received a Bachelors
degree from Clark University (1977) where he majored in Physics and
Science, Technology, and Society.
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Information on Comprehensive DSM Programs Implemented by
Ten Gas Utilities in 2004

Program % of Gas savings | % of gas | MCF/yr saved | Benefit-
spending retail (MCF/yr) sales per million | Cost Ratio
(million §) | revenues (1) saved dollars (2)
Aquila (3) 2.1 1.4 146,000 0.5 69,000 --
Centerpoint 5.6 0.5 720,000 0.5 128,600 2.6
Keyspan 12 1.0 490,000 0.4 41,000 3.00
Northwest 4.7 0.7 85,000 0.1 18,000 --
Natural Gas (4)
NSTAR 3.9 0.8 71,500 0.2 18,000 2.29
PG&E 13.5 0.4 2,000,000 0.7 148,000 2.1
PSE 3.8 0.4 311,000 0.5 82,275 1.93
SoCal Gas 21 0.6 1,100,000 0.3 52,000 2.67
Vermont Gas 1.1 1.6 57,000 1.0 52,000 5.6
Xcel Energy 4 0.7 663,000 0.9 166,000 1.56
(MN)
Average (5) 7.2 0.8 564,000 0.5 77,000 2.7
Median 4.4 0.7 400,00 0.5 60,500 24
Notes:

(1) An MCEF is one thousand cubic feet, and is equivalent to 10.3 therms.
(2) For utilities which report a variety of benefit-cost ratios, we present the value
based on the Total Resource Cost (TRC) test.
(3) Aquila uses the societal test for determining the DSM benefit-cost ratio but did
not provide a value for 2004 programs.

(4) DSM programs, other than support for low-income weatherization, are now

implemented by the Energy Trust of Oregon (ETO) for Northwest Natural Gas

Company. Cost effectiveness analysis includes valuation of environmental

externalities.
(5) Average weights all utilities equally.

Source: S. Tegen and H. Geller, Natural Gas Demand-Side Management Programs: A
National Survey. Boulder, CO: Southwest Energy Efficiency Project. Jan. 2006.
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Exhibit HG-3

A(i}-\

American Gas Association

NATURAL GAS
RATE ROUND-UP

A Penodic Update on Innovative Rate Designs

November 2005

Decoupling Mechanisms
This 13su2 of the 4G4 Rare Rowndup descmbes 2 mate desize method that helps ualinas to
promose enargy efficiaocy while preventing the erosion of marzins that is the usual outcome of
CUSIOmer Coniemvation and vty energy efficlancy

( DESCRIPTIONS AND COMPONENTS |
Decoupling Progiams

Tradittoral rate desize: allow utilides 1o collect pavmects fom consumers every month to cover
the actual cost of natural zas (a pass-tarough cost, with co udliy mark-up). as wall a3
Zovernment fayes and the udliy's fived costs. After deliverice 2 sufficiart volume of natural zas
to cover all of those ttems, a utly has the opporumity to earn its regulated profit. Howevar, the
qaditiocal rate dasign ties a uiliny’s profizability to the volume of carural zas that customers usa.
When the amouct of zas consumed declines, as it dees dunng penod: of warmar than normal
weather, and when natural gas consumers becoms more enargy efficzant, ever 2 small reducton
m pammal gas comswwpion <ac sizrificanty cut ioto a wiiny’s profitabilitty. This preszent: a
strocg financial disipcentive for canmal gas udlina: to promete snerzy efficiancy agzressvely,
To remedy this sitvation, sevaral camiral gas uglides have worked with thair state ragulators to
reform the wav their rates are desizead. by separating of “de-coupling” the unlity's recovery of
s fived cost: from the volume of nanuzal zas delivered to customars. The mmpeni: for this mate
re-desizc has beer, primarly, the problem of daclining use per customer and the fact that
weather ha: Desn coosistentdy wammer thao normal. on average, for many vears. These
dacoupling mechanims, or marzin Tacking mackanizms, use periodic adjustmants callad “tue-
ups’ 10 move CUSOmErs’ rates up or down modesty 0 ensure that udilie: recover thelr
authorizzd fxed co:ts rezardless of Juctuations  eperzy uis

I

Conservation Component:
Rezardless of the volums: of ga: delivarad by the unlity. dacouplinz rate de:izas provide a
barier chance of racovery of the uiliy’s fixad cost: than do wadittonal rate desizes. Decouplnz
e deiligns remove the disipcsptives that uiltes face o promoting snperzv afficiency.
Corzervatior tariffs are the rate design components that Zive COQSUMETS AN INCEDHV? 10 Conserve
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pararal ga: Not all decouplinz prozrams include 2 consarvaton componect and cot all
corservatiorn tanffs also include a decouplnz mechanizm

At laast 20 natural zas unlities have tanff provisions that allow recovery of consanaton and
demand side manazement program costs, a3 wall as recovery of lost net revenues caused by the
reduction o sales. The prozrams differ in what costs are allowsad recovery (2., prozram costs,
adolmistrative costs, lost margia costs) acd who admiristers the program (= g, compacy. itate,
or chantable orzamzation; OCms sxample 3 NW Namml, which includs: 2 consarvation
component im its current decoupling mechanism that is admipistered by an outside chantable
foundaton  Another example 13 Vermont Gas, which does not have a decoupling program, but
does have a Demand Side Managzemen: and Eperzy Efficieccy program, m which the uikry
fupds a porton of customers costs of purchasing cew. mors enerzy-2fficient appliances.
Vemmont Gas' defars the co:t of the prozram uctl its aext rate caze and subssquectly amortizes
the costs over 2 three-vear penod acd charzes the costs to all ratepavers.

Computationzl Options

There are several optons for calculatng the revenusz adjustmant, of tmue-up, and while the results
are approximarely the ame, the dffersnt opton: help companiss mest unique regulatory
preferences and cuoumstacce:s The use-per-customer Dasts makes a rate adjusiment that 15
bazad on chanzes 1o average uie per customer acd ther apples thar adiustmer: factor agains
umit marzins oy customer class, The marsin-per-customer rate adiustmer: is basad on the
chacgs it 2aselin2 marzin per customer comparad to the acmual margic per customer. Tha total
marzin ravenue adjustreent s based on comparizon of tefal bazeline margin revenus: to actual
MATZIn ravenies.

Variants —Fixed Vanable Rate Des:gn

More thaz oca rate dssign mathed 2mists that will braak the link between volumes of zas
cocstmed and cost recovery for the uriliny. Fiued variadlz rate desiza places all of the unlin's
fixad costs, mcluding a regulated prodit on the valus of the udlity’'s ipvestrent m plant and
equipmect uiad to provids service o the customar, o 2 fivad moonthly charze called 2 zamvice
charge or a demand charze. This chargs is simtar to the mocthly fee chargad by cadle TV
companies acd is varelatad to the amouct of zas (or cumbder of TV programs) uied by the
customer.  Saveral utnlities curreatly unlize a fixad chargz npe of rate desize for recovery of
their costs. AGA will further dizcuss this rate design mwechanism in the nawt Rare Rowng-Lp.

Sinular Mechanisms — Retwm Stzbilization

Reum stabilizadon. al:o known a5 rate smabilizaton and revenue :mabilizaton, 15 avother rate
dazizn machanizm that dacouples a udltny's prefits from it zas throughpuat The mechacism
works by adjusing the uulty's morthly revenus: up or down to mee: pre-establishad revenue
and renwr targats. The amount calculatzd s added to or subtracted from the commodiny charge
of the uttlity i the next moath acd the udliny files 2 revised rate schedule with the rezulator.
Several ACA member: have received approval for the:is mechanisms. Ao upcominz Rarwe
Rownd-Up will discuss these related mechamisms o mors datail.
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I CURRENT DECOUPLING PROGRAMS I
NW Nanaal - Orezon

The Public Unlity Compussior of Oregon approved a dacouplicz tanff for NW Nawral i
Septamber of 2002 Tha PUC said the tanff was desizead "o break the link betwaer an ecerzy
utlity’s sales and its profitabilicy. o that the utlity can asilst its customsr: with evargy
efficiapcy without conflict.” The tariff was a partial decoupling mechazism that allowsd NW
Narmal to defer and ther amortize 97 percent of the marzia diffsranuals for the residendal acd
commercial customer groups. The machaniim contained two comporsnts: 1) a "price alasaciny”’
factor that adjusted for increazss or dacreases io corstmpten anmibutable 1o acnual chapzes i
corumodity costs or pemodic chaczes io the company's zeneral ratss. and 2) a decouplinz
adjustmeen: calculatad or 2 moothly bazis that accounted for deviatons in expectad volumes.
Weather relatad nisks were pot coverad by the machamsm. The additional company ravenues or
cradits to customers producad by the mechanism were booksd to a defarral accouct that was
reconciled as part of the company’s ancual purchazed zas adjustment.

The WW Nanral decoupling tanff wa: put m place for thra2 vears or a pilot baszis and had a
sunsat date of Sepr=mber 30, 2003, unless extznded by the PUC. Tv March of 2003, NW Narural
asked the PUC to mvesizate whather the decoupling faniif should contmme. As part of the
pettior. NW Nanzal submutad the result: of an indapendect sudy that had been required under
the original order

In August 2005, the Orezon PUC extspded WW Namral's partial decoupling mechanisma for an
addidgoral four vears. NW Narural revised the decoupling schedule to provide for 100 percan:
dafermal 2nd amomization of the marze differentials. This change slimimated the noc-weather
related marzin variabiiny related to dismibution fixed costz o addidor to the dacouplinz
proviiions, N Nanral currsptly has in effact a weathar-adjusted rate mechamism (WARM) that
was adopied 1o an earlier rate case acd that lasts wned September 20, 2008 The WARM covers
Al residential and :imall commercial customers. unless the customers opt out.  The 20035
dacoupling casze dictate: that public purpose fucding 2and low-ncome assiztance program: will
remain jo effzct througzhout the lf: of the decouplag program. In additen, mdustial customers
will pot ba charzad or be elizidlz for any of the assistance prozrams.

NW Nanral kas a conservation componsnt to its decoupling program that provides ac indirect
efficiepcy incenove o i3 customers. The company collects from all of its residapual and
commercial customers 3 “public purposz” surcharze of 1.5 parcent of their total moathly bills.
The fucds are then passed on to ac indepandent, non-profit orzacizaton, the Energy Trust of
Oregon. The Zperzv Trust, which also raceives fundinz from public purposss surcharzes from
Al of Cregon’s elecinc wilites, then provides gramss to promote enerzyv-efficiency and
renewable resource: amore homes and businesses.

The Enerzv Trust of Orezon disburzes approummatzly 36 million each vear to sncourags more
efficient use of oatwral gas. Iocentives mclude: $450 - $825 per umit to builders of cew home
corstucton if natial gas service 15 mnstallad; rabates for high-efficiency gas fpaces, water
heatars (including tankless umits) and other appliances 1 existiog homes; rebates oa msulation,
naw windows 2ad other effort: to reduce home enerzy use, and rzbates oa the installation of
tacklzss water heatars, efficiant Doilers, &1 1 commercial duildings.

LY
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Baltumore Gas and Electine and Washmgzion Gas Light - Maryland

BC&E's dacouplicg program dezac 1 1923, while Washington Gas Light's mechavism begac ia
October of 2003, The programs:. which are sim:lar mn design. ars “full decouplnz”™ prozrams, 1
that they are desizcad to recover muldple sources of marzia loss, ncluding weather acd price
elazuclry, a3 well as losze: caused by customars’ comservaton acd spergy efficieccy. The
Marylacd decoupling mechanism utlizes a balancing accouct that returds 0 CUITOMATS enc2ss
marzin when revenuss excesd authonzed lavels,

The companie: make adjusteents to the dalivary prce of zas under the applicasiz schedules w
reflect test year baza rate ravenues estadlished in the latast basa rate procesding. aftar adustmar:
0 r2cognize the subsequant change in the pumbder of customsr: from the test year level Test
VEAr averaze uie per customer is muliplied by the ner oumber of customers addad since the like-
mocth during the test yvear. The product iz addsd to t2s1 vear revanue o restats (st vaar
revenues for the month to mclude the revised values. Acrual reveouss collected for the moath
are compared to the restated test year revenues and acy differacce is dividad oy estimated sales
for the sacond :ucceeding moath to obtaie the ad wsmmert to the applicable delivery price. Any
differerce berweer actual and esumated sales 13 reconciled in the determination of the
adjustmen: for 2 funure momh  Details of the calculation of the bilkez adjustmen: are filed
mocthly with the Public Service Corum:ssion.

Southwast Gas Co. - Califoria

Californ:a has had some variation of a decoupling program in place for most of its uglities for
p2arly 30 years. The tmpen:: for the program was the enacmmect of lifeline rates lagizlation, gas
supply comstraints, and the adoptien of demacd side manazemesnt programs by the state. Inits
most recent general rate case order. effective April 13, 2004, Southwest was grantsd authority to
mplemen: 2 dacoupling mechanism  The decoupling mechanism utlize: a balancing accouct
protect customars if baza revenues aucead auwthonzed levels, and ro protect stockholdess if base
revenuss are les: than authorized levals. The program is fmmly estadlishad and utidizes 2 long-
standing regulatory construct that does not recozrize at explicit reducton 10 ROE

Furare test vear svitem apoual revenue raguirament (marzia) is established m o2 rate caze asa
fixed dollar amount or a moothly and anmual basis T.Je dJ::e:ence barwvesn billed marzis and
authorized marzins, plus cammving costs, 13 recorded monthly iv 2 dzferred account The accourn:
balance 13 amortzed ancually throuzh a uniform cents-per-therm rate applicadla to all schedules,
except special conwacts. The t2sr vear margic amount mereasss 2ach Jaovary 1 (batween rate
cases) according to an 2:tablizhed fonmula

Piedmont Natwal Gas — North Carelina

The pewest decouping tariff, approved Dy the Nombh Carolina Utliges Commission 1
November 2003, zave Pledmon: Nanzal Gas permission to meplament a Customsr Utilization
Tracker (CUT). The machanizm 15 approved a3 an expannxencal, provisional taniff for a pened
of co mors than three years and will avtomatically temuinats on Novemwder 1, 2008, unlass
renewad 1o a zaperal rate caze Dumpe the Lfe of the CUT, Pledmons kas azreed o coatribute
$300,000 par veaar toward conservadon progzrams. Adeption of the CUT alio results iv the
e.lrinadon of the company’s exlsting weather normaizaton ad ustmae: machan s,
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FPEOFOSED DECOUFLING MECHANISAS |

Cascade Natoral Gas - The Washingtor Utilifies and Transporaten Commission imveilsd
in May 2005 a propesal to decoupls utilittes” gas wolume sales from their recovery of fixed
costs. As par of the procesding, the commission 3 considerme a decoaplive propasal by
Cascade Wamral Gas. The filing was by pefition and outside of a rate case.

Cascade MNatoral Gas fied a petiton with the Oregon Public Service Commissizn in
Cictober 2005 to reguest consideration of a decoupling mechanizm. The fling was oot part of
A general rate case.

Io 1004, Citizens Gas & Cole Ufility m Indizpapaoliz, Ind., filed a gzeeral rats case with the
Indiana Urdlity Regolatory Commission for the first tme in 14 years. Chitzens Gas proposed
A Velmme Vanance and Copservation Adjustment (WVWCA}) mechanizm that would adjunst
aies up of down oo 3 moathly basis fo allow the wiility to recover is allowed revemie
requirement, regardles:s of fluctuations in customer gas use cansed primanly by the eperey
efficiency afforts of its customers and variatons from nommal weather The propossd VVCA
iz an intezral part of Cidzens (as” proposed comprehensive Ensrgy Efficizncy Prozram.
Montana-Thakota Utilities (MDT) in Montana has propossd 2 mechamisrn that 15 ideciical 1o
the INW MNataral decoupling mechanizm apd has also propossd a weather normalizaton
clase o recover weather-related margin losses. MDT will proposs a conservation
component in X006

Sounthwest Cas Corp. mads a filing with the Anzona Corporation Copunizsion on Diec. 9,
2004, that incladas a reguest to restmaciure resideniial mies in order to separate the r2covery
of fixed aparating costs from the velume of gas the wiility sells. Southwest noted that whils
Its residential customer growth rate ewzee.'li 3 percemt per year, if bas experienced a declins
in residemtial average use of approcdmately I percent per vear, and has samed its methorized
EOF. in only one of the last 10 yaars.

The program woald establish t=st year residential margin per customes in a general raie case.
The monthly setherized margin per residental customer times the actaal mopber of
residential costomers billed for the month egoals the total anthomzed margin each monih.
The diffsrence between the billed marzin and the authorized margin, plos the camying costs
for the month, weuld be recorded in a deferred accoumt and the account balance would be
amortized apmmally through a umiform ceofs-per-therm rate applicable o residenmtial
CUsTOIMELs.

Veciren Energy Delivery has petitioned the [ndiapz Udlicy Fegalatory Commizsion for
permission to implament a comservation program, “in ordsr to pressrve its akility to provide
reliablz, low cost service, as well as create the ficancial stability reguired to position It 1o
proaofe Eas comsarvation on behalf of its customers™ As proposed, the Conservation
Adjusiment will consist of two interrelated components: the conservation fmdmz nder, and
the dzecoupling mechanism. The company fled a petiton rather than a new tate case for the
COMSErVAtion program.

FPREEVIOUSLY PROPOSED MECHANISAS |

NW NMatwral's 2004 rate caze settlement in Washingtor auwthorized further stady. Saes
Cascade Watural zas proposal above,

Vectren Energy Delivery elimivated a proposal from its 2002 Obdo rate caze sstilemant.
Xeel Energy eliminated a decoupling proposal froms its Minmesota rats case sertlament.
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HOW WELL HAVE THEY WORKED? |

Decouplbing programs, which have been accepted for many vear: in California and
Maryland, have protected uhlities from margin los: cauted by declining ute per
CUsStOmer. _hes2 mechalisms COmpare I=CaDt Dase [ate [eV2Lie Targafs against actual
reverus, and viually adjust for growth. The use and acceptance of theie programs appaars to
bz zrow:nz

An independent evaluaton of NW Natural’s decoupling and conservadon tariffs,
compiled in March 20085, found the programs to be worthwhile and m the public
interest. Among the conclusior: of the evaluators were that the mechanism i3 effectve in
reducing the vanability of unlity reveruss: the mechanizm removes disincentives 1o promote
enargy 2flciency: public purpose fucdiez established o conrunctor with the consamvaton
componect i3 beneficial to conmsumers. cegatve faadback was Lmuted to complaints
cusstioing the appropriatens:s andor the legality of public purpo:s funding: and the
mechantsm does pot reduce the mcendve for zood customer service.

Addinonal advantage: of the prozram include: reduction of rate case:. reliance on basic
rate formulas that have been utlized for decades. and the ease of andit.

A dizadvantage of decoupling is that regulator: and advocates mav teek a reduced
return or other concessions as a trade-off or as a bargaming chip.

RESOURCES:
COMPANIES, RATE ORDERS, WEBSITES. CONTACTS. ETC.

Baltlmore G:u & }Zle{mc - Man‘land -\;::m:r' cd \[m].mc Case No. 8730, Feb. 2003,
N bl 3 ? i 3y ' =y T3 Fl‘hl AT 8 N '

-C 234 HCC asenum’sJCE :""""-5"¢-'C_\ 7807 IC049%: 2Edac,

Conract Laurie Duhan a m-:o.‘-qasf
Cascade Natural Gas - Oregon - Curecty Proposad - . October 2003,

l:t'.]:-: edocs puc state or us efdocs UAA weléTuaa®2 146 pds Conracr Jon Srolrz a 200-624-

Q50

Ca,cade \atnral Gas - “as]uneton - Cune:ﬂ" Pro:ao ed - . \da\ '3"‘.
'.u' eor wohimeee wef 3d] Al 5704,
1858 250fdiN065] 650 OpenDaocumeny, Co*’ act .!s“ Stalez o 200-624-3800
szen. Gas & Coke Utlity - Indmu - Curre:uh Proao =] - Cacember 9,
POD AU W ST ENTeOT FATM T "‘u' e g P d 17 el pat N Conract Iafo*ia
Prentice w 317-027-452¢

Montana-Dakota Urilities — Montana - Curready Proposzd —Mootana Dockst No
D2005.8.148, Contact Don Bail ) 701-222-7630

N Natoral - Oregon - Avproxed - Order No. 03-104]. Sepramber 26, 2003,
Rup apps.puc.tiawe.or.usarders 2007ords 03-1041 oY, Conract C. Alex Milier @ 503-721-
2457

NW Natoral - Washington - Fate case settlement auwthonzed fuzher study - 2004, Comacr
C. dlex Milier (o 503-721-2457
Piedmont Natural Gas — North Carolina -Aaproxed Dod.at, G-- Jt.h 4C-9 G- l Su:
461, G-4< Sub 15, Novembder 3, 2003, it ir
Conract: Bili Morris w 704-304-32126

[+ 3
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« Southwest Ga: - Arnzoma - Cumently  Proposad -  Dacembar € 2004,
ARD  WWW.SOUIw eI IEaz. comnews newsrelease: pho val=AZ&me vear=2004&rhe _month
=] 2&ihe day=00%gdoc_numbgr=I&plim=1 Contact Roger Momigomery w 762-57¢-7321

« Southwest Gas - California - Approved - ..a.li'orma Applicatoa No. 02-02-012, Decision
No 04-03-034; Compacr Roger Monrgomery o 752-873-732)

« Southwest Gas - Nevada - ot approved - wa ada, July 2004, Conracr Roger Manrsomer)
@ 7G2-870-732]

« Vectren Energy Delivery — Indiana - Curreatly Proposad - lvdiaca URC Cause No, 22823,
October 23, 2003; Comtact Scorr Aiberizon @ 512-491-4682

« Vectren Energy Delivery — Ohio - Elimirated from rate case settlement - Okio PUC, Febd

2004; Comeacr Scon Aidertson w 3124914652
. “ achinszton Gas Light —\Ianland - ipp’oz ec - Maryviacd Case No 3980, October I,
2003, higp - der: ¢ Comiacr Panl Buckiey ia
703-756-5260

« Xcel Energy - Minnesota — Zlicunated fom rate case etlement; Conracr Amy Liberfowsh

@ amyv.a Liberkowski axcelenersy com

ADDITIONAL INFORMATION |

1f vou would like mors information about a particular prozram or would [ike to :peak o another
AGA member rezarding the details of the prozram, please comtact: Cynrhia Marple, AGA
director of rates and regulatory affairs, cpapls vazaorg or 202-822-7228,
Wong (o Jeqrn more? ACA hosted aa audio cocfersrce on "Decoupling, Consamvaton, and
Marzin Tracking Mechantsms™ on Octobar 27, 2005, Copies of the seminar presentations are at:
i www.aga.org/ Template. cftm?Seciion=Audioconference Series& Templaie=2embersOnl
vemENovMenulD=§28&ConienilD=1§12i&DirectLisiCombolna=D

Coming Un:

The next eduton of the AGA Rave Roundup will cover fixed variable rase design programs. [f
your company offers siuch a mechanism, piease conact Cynthia Marple.

Previous Editions:

The Juce 2005 Rare Round-Up focuzed on Fixad Bills and Fixed Ga: Price Opgons. Fiod this
Rovnd-Up at:

i owww.aga.org/ Template cfm ?Section=Rate Roundup& Templare="MembersOnly.cfm&C

onientID=16304.

The March 2005 Rore Rowid-Up coversd pipeline inregrity mapagemsnt cost I2lovery
rachnigues. Read this Round-Up at

i owww.aga.org/ Template cfm ?Section=Rate Roundup& Templare="MembersOnly.cfm&C

onientID=15950.

The ‘\o remaber 2002 Rare Rownd-Lp oo Bad Debt Cozt rate desize: can be found at:
" o H f 2

onmr.rf =14307
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